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The CPA-Then and Now
by GORDON L. HOPPER

Partner, Los Angeles Office
Presented before the San Fernando Valley Chapter of the National Machine Accountants Association, Los Angeles—May 1962

ago, not long after I accepted the invitation to
S speak tomonths
you tonight, I prepared a general outline of the things
EVERAL

I wanted to cover. The first item on that outline was to define
accounting. About three weeks ago, a newspaper account of an
address by Mr. John Queenan current president of the American
Institute of Certified Public Accountants quoted him as stating that
accounting is "essentially the measurement and communication of
financial and other economic data." Starting with this definition, I
wrote down most of the things I am about to say to you.
Mr. Queenan's definition seems to me an improvement over the
definition by a committee of the American Institute of Certified
Public Accountants that "accounting is the art of recording, classifying, and summarizing in a significant manner and in terms of
money, transactions and events which are, in part at least, of a financial character, and interpreting the results thereof." Although the
committee apparently could not avoid at least one "thereof", it is
gratifying that no "whereas's" are included!
T H E RECORD IN BRIEF

Over the years the scope of accounting has broadened to include many specialists, but the profession generally may be said to
consist of two types of accountants—private and public.
A private accountant occupies a salaried position either in business or in government. He is responsible to a single organization
and usually has a title such as controller, internal auditor, budget
officer, or cost accountant.
A public accountant offers his services to the public on a fee
basis. In California, he is designated as either a CPA or a PA and
he must hold a state license to practice.
To be a CPA in this state, an individual must finish at least two
years of college, pass a comprehensive written examination lasting
two and one-half days, and complete, as a minimum, two years of
practical experience with a CPA firm. In practice, most firms seek
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young men with a college degree and a major in accounting. The
reasons for this are obvious when you consider that about 85 per
cent of those who sit for the examination are college graduates and
only about half of these graduates pass all parts of the tests.
In California no new PA licenses are being issued and ultimately,
unless the law is changed, all sole practitioners and partners of public
accounting firms in the State will be CPAs.
Public accounting in this country is still a young profession.
According to James T. Anyon, in his book printed in 1925 and entitled
Recollections of the Early Days of American Accounting, the date of

its

birth was sometime between the years 1880 and 1883, this conclusion
being reached because of his inability to discover the names of any
practitioners who before that period held themselves out as public
accountants. In 1886, the American Association of Public Accountants, which in 1916 merged into what is now the American Institute
of Certified Public Accountants—was formed with thirty-one members. In 1896, the New York legislature enacted the first legislation
in this country to regulate the profession and created the professional
designation Certified Public Accountant. Mr. Charles Waldo Haskins,
one of the two men who founded Haskins & Sells in 1895, was the
first president of the Board of State Examiners of Public Accountants
instituted by the New York legislation and the following year he was
elected the first president of The New York State Society of Certified Public Accountants.
Within thirty years after the New York legislation, similar laws
were enacted in every state, including California, whose first Accountancy Act was passed in 1901. Today, although there are significant differences between the states on experience requirements,
CPAs have the distinction of belonging to the only profession having
a uniform examination used in every one of the fifty states.
In the early days of the profession, public accountants were,
to a large extent, verifiers and were sometimes asked to work almost
furtively, at nights and on week ends, because people generally
thought that the presence of an auditor meant a business was in
trouble—that embezzlement was suspected or that the solvency of
the business was in doubt. It was during this time that Elbert Hubbard wrote his often-quoted but quite uncomplimentary definition
of public accountants with which most of you must be familiar. An
abridged rendering might suffice:
The typical auditor is a man past middle age... intelligent,
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passive . . . unresponsive . . . composed as a concrete post... a
human petrification without charm . . . passion, or sense of humor.
I hope you will agree that Mr. Hubbard's words do not describe the
present-day CPA.
Unfortunately, the general public has too little knowledge or is
even misinformed of the profession's functions and of the extent of
its contribution to the economic progress in this country in the last
fifty or sixty years. Far too many people still believe that public
accounting means auditing and that auditing is a policing operation
to keep trial balances in balance, to frighten employees into being
honest, and to detect defalcations. Although these things do sometimes result, they are not the principal objectives of auditing today.
The profession has come a long, long way since 1900. In that
year, there were 243 CPAs in the United States; in 1910, the number increased nearly five times to over 1,700; in the next ten years it
nearly tripled to about 5,000; reached over 13,500 by 1930 and over
20,000 in 1940, almost doubled in the next decade to over 38,000, and
has almost doubled again to over 70,000 today. If these figures do
not impress you with the growth of public accounting in this country,
consider that the number of CPAs increased over 150-fold from 1900
to 1950 (that would be roughly 300-fold today) while the total
population approximately doubled; that the total number of lawyers
increased from 115,000 to about 190,000 in the same fifty years and
the total number of doctors rose from 132,000 to about 180,000. Further, consider that there are far more non-CPAs in public accounting
than there are CPAs and it becomes impossible not to be impressed
with the tremendous growth and development of the profession. The
scope and influence of public accounting broadens almost day by
day and there does not appear to be any reason to expect that this
process will not continue.
T H E ACCOUNTANT'S SERVICES
THE AUDIT

Auditing is, and probably will continue to be, the major function of the profession. Although there are many types of special
examinations and investigations included in the auditing function,
the usual audit is a comprehensive examination of thefinancialstatements of the client and of the records and facts upon which the
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financial statements are based. Audit procedures include the checking of figures and arithmetic but this is not nearly so important a
part of an audit as many people believe. The procedures necessary
to obtain answers to questions such as the following are much
more important than the footing and ticking that is done:
1. How good is the system of internal control? Are the prescribed procedures being followed? What are the weaknesses and what irregularities might arise because of such
weaknesses? Could such irregularities be material in amount?
2. Is the amount shown on the balance sheet for accounts receivable represented by individual accounts totaling that
amount? Are recorded accounts receivable in fact owed by
the customers or others indicated? Is the allowance for uncollectible accounts reasonable in the light of all attendant
circumstances? Are any of the accounts pledged? Did any
of the accounts arise from transactions completed after the
date of the financial statements?
3. Are amounts shown for inventories represented by physical
quantities owned by the client? What about consigned merchandise? Was there a careful cut-off of purchases and sales
on the inventory date ? What methods of pricing are used and
are they appropriate in the circumstances? Was due consideration given to slow-moving, damaged, and obsolete
stock? Is the rate of turnover in line? Are purchase commitments excessive? Is the inventory unbalanced?
These questions relate principally to only two of the items on
most balance sheets. I did not get to property and depreciation, investments in securities and subsidiary companies, prepayments and
deferred charges, liabilities, contingencies, the income statement and
statements of surplus, supplemental schedules, and a host of other
things about which the CPA must satisfy himself in order to express
a professional opinion on thefinancialstatements being examined.
Accountant's Opinion

This opinion is no casual matter; a CPA must expect that his
opinion may be relied upon by management, by stockholders, by
trade creditors, by lending institutions, by government agencies, and
by any others who have, or may have, an interest in the affairs of
his client. He cannot control the use to which his opinion is put after
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he releases it; his reputation and the reputation of his firm, as well
as the possibility of legal liability, rests on each opinion he expresses
on financial statements.
In fact, the reputation of the entire profession can easily be
affected by his opinion, especially if it is a bad one based on careless, inadequate, or incompetent work. As in medicine, law, and
other professions, poor work often receives publicity out of all proportion to its real significance and it takes a tremendous amount of
good work to offset an occasional unfortunate action on the part of
some member of the profession. CPAs are extremely conscious of
the importance of maintaining and strengthening the confidence the
public has come to have in their opinions; without this confidence,
their audit services would have little, if any, value. Such confidence
has been built by men of integrity, of technical skill and sound judgment, and of independence; all except an insignificant few shepherd
it very carefully.
From what I have said in the last two or three minutes, it should
be apparent why a CPA must qualify his opinion or disclaim any
opinion if the scope of his examination is limited or if he is otherwise not satisfied with thefinancialstatements. Although it is rarely
necessary to do so, he must express an adverse opinion and state his
reasons if he believes thefinancialstatements to be misleading.
Service and Size

Before leaving the subject of auditing, I should like to say a few
words about a popular misconception regarding the larger firms. Some
of you may have seen the article about a year ago in Changing Times,
the Kiplinger publication, entitled Careers in Accounting. One paragraph reads as follows:
All types of business services are expected to grow rapidly, too,
and no doubt public accounting firms are included. There are
are some 25,000 such firms scattered around the country, most
of them serving medimum-size and small businesses. They'll
grow as more and more companies find that they have to use
public accountants. Opportunities will also continue to be
pretty good in the dozen or so huge accounting firms, which
together employ 10,000 or 11,000 accountants and do auditing
work for the large publicly owned corporations. These big
organizations also do a huge amount of research and
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publishing and need accountants with writing, editing and
research ability.
There is an inference in next to the last sentence that large firms
serve only large clients. Simply stated, this is incorrect. The socalled "huge accounting firms" do serve most of the large publicly
owned corporations. The fact that most of these companies have
plants and other operating facilities in several parts of the country
and of the world requires that their accountants have offices in many
locations in order to serve them properly. This is a principal reason
for the existence of national and international firms. However, the
practices of these firms include thousands of clients in all sizes and
kinds of businesses—not just the very big ones.
I would also take exception to the statement that opportunities
will continue to be pretty good in the larger firms. In my judgment,
the pretty good materially understates the opportunities for wellqualified men in nearly all CPA firms and there are certainly exceptional opportunities in the larger firms.
TAX PRACTICE

From the beginning of income taxes in this country, CPAs have
occupied a prominent place in the field of tax practice. The reason
for this is obvious—the amount of income tax depends on the amount
of taxable income and the determination of income is an accounting
matter. CPAs prepare tax returns, advise clients about probable
tax consequences of proposed business transactions, suggest ways to
minimize the tax burden, and represent clients in conferences with
Internal Revenue Service officials.
Because income tax relates to both accounting and law, there
have been some differences of opinion between accountants and
lawyers about the proper place of the accountant in tax practice.
However, most CPAs are very careful to avoid all matters they consider to be the practice of law and, except in the minds of a very
small minority in each profession, there does not appear to be any
good cause for controversy between accountants and lawyers regarding income tax practice.
Lawyers and CPAs

Speaking of law and lawyers, because accountants must have
some knowledge of business law and because they frequently work
closely with lawyers in serving clients they have in common, it is
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not unusual for clients to ask their accountants legal questions or
even request services of a legal nature. It is impossible for a CPA
not to acquire some knowledge of the law because of the variety of
experiences he has in dealing with matters that concern legal interpretations; however, he also has many opportunities to observe that
a little knowledge is a dangerous thing. One thing he does know
for sure is that he is not a lawyer and that he is not capable of rendering legal advice. This accounts for the fact that if a CPA is in
doubt concerning whether or not a particular situation involves a
legal point, he must refuse to take a position and suggest that his
client obtain the opinion of counsel.
ADVISORY SERVICES TO MANAGEMENT

In addition to his auditing and tax functions, the CPA performs
a variety of management advisory services, and these are gaining
more prominence with each passing year. An important activity in
this field is the design and installation of accounting systems, including new systems utilizing electronic data-processing equipment.
Management advisory services include such other activities as giving
advice on financing, selection and evaluation of accounting personnel, internal auditing procedures, wage incentive and pension plans,
estate and estate tax planning, corporate reorganizations, or government regulations relating to accounting matters.
Because of the wide publicity given in the past few years to the
substantial development of this area of public accounting practice,
a great many people quite logically believe that it is a new field for
CPAs. As you gentlemen well know, this is not correct. Many
CPAs for a long time have been doing most of the things I just
mentioned, although certainly not so often as they are doing them
today. It may surprise you to learn that the two founding partners
of Haskins & Sells first met in 1893 as the result of being designated
as experts to a Congressional Commission created to investigate the
operating methods of the Executive departments of the United
States Government and to make recommendations for improvements
and economies in accounting and administrative procedures. Reorganizing the accounting system of the United States sounds like a
tremendous undertaking and, of course, it was—requiring about two
years to complete. However, let me remind you that government
was somewhat smaller in those days—the public debt was only
slightly more than one billion dollars and the annual budget was
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less than half a billion dollars. In comparison with our current commitments these figures seem microscopic, do they not?
An early engagement of the Firm was a revision of the postoffice money-order system, including the devising of internal controls against embezzlement. Another was the installation of uniform
accounting and internal auditing systems for the City of Chicago.
I am sure that other CPA firms could point to similar engagements
during that era.
These facts are ample evidence that CPAs have been rendering
management advisory services from the very beginning of the profession. Why then all the emphasis and publicity given to the
activity in the past few years? Obviously, a great number of factors
have contributed but it is probably reasonable to answer that question with one word—need. It has become necessary for management
to do a better and better job. It is difficult these days for a business
to survive on seat-of-the-pants management and top-of-the-head decisions. With ever keener competition, increasing government regulations, more complicated tax laws, growth of trade unions, and other
important changes in the past several years, running a business, even
a small business, has become a truly complex proposition, requiring
many talents and more and better management tools.
It is generally agreed that the principal responsibilities of management are planning and controlling—deciding the things that
should be done and then getting them done. Getting things done
requires many things—all of which usually add up to people, or, more
precisely, the efforts of people. There is no doubt that the most
successful managements are those that do the best job of planning
and of filling key positions with capable people, training those people
properly, providing them with good direction, and motivating them
to perform near their capacities.
In seeking to improve its performance, management has found
it increasingly necessary or desirable to seek advice outside its own
organization. Because of the CPA's broad experience in the business
community and his unique position of having the opportunity to
observe the ingredients of a large number of successful enterprises,
as well as some not so successful and the reasons therefor, it seems
quite logical that management should look to him for these services,
especially in the area of finance and control.
The major areas with which management usually is concerned
are (1) finance and control, (2) production, (3) marketing, and (4)
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research and development. In many businesses, management is doing
a good job in one or more of these areas but is weak in others, often
in the area of finance and control. This area is squarely within the
province of the CPA; it is also the area of the client's business about
which he becomes most knowledgeable as a result of his audit work.
Most CPAs consider that an important objective of an audit is to
locate weaknesses in the functions included in the area of finance
and control and bring them to the attention of the client, usually
with suggestions for a course of action to eliminate such weaknesses.
Frequently, the client's personnel does not have the training or the
time to spare from regular duties to make an extensive study and
develop appropriate controls. In such instances, clients frequently ask
their CPA for assistance.
As I said earlier, CPAs have been rendering management advisory services since the beginning of the profession, principally in
the area offinanceand control. There are pressures on us to extend
the scope of our services to others of the four areas of interest to
management, principally to functions within the areas of production
and marketing. Some CPAs are opposed to this because they believe
it might result in our becoming so closely identified with management as to impair our independent attitude—a relation absolutely
vital to our profession. However, most CPAs, including myself, point
out that we cannot do more than make suggestions and recommendations, based on our judgment; management must make the decisions
to adopt or reject our views, based on its judgment. There does not
appear to be any good reason why rendering such services within
his competence should affect the CPA's independence; accordingly
many CPA firms are presently engaged in performing management
advisory services. I think it is inevitable that we shall move even
further in this direction.
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